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SUBJECT: INDONESIAN DISCUSSION WITH PRODUCTION SHARING 
COMPANIES. 

1 . MINISTER OF MINES SADLI ADVISED AMBASSADOR APRIL 30 
THAT DESPITE PRODUCTION SHARING TAX PROBLEM, GOI HAD 
DECIDED PROCEED WITH FURTHER DISCUSSIONS ON REVISION 
OF PAYMENT ARRANGEMENTS. 

2. DISCUSSIONS WOULD BE BASED ON TWO OBJECTIVES: 

A. CHANGE TO U.S. ACCOUNTING PRINCIPLE IN PLACE 
OF CURRENT 40 PERCENT COST AMORTIZATION: U.S. TAX ACCOUNTING 
RULES WILL BE FOLLOWED TO DETERMINE TRUE EXPENSES OF 
PRODUCTION SHARING COMPANIES EXCEPT IN CASE AMORTI- 
ZATION OF LEASE HOLD EXPENSES WHICH WILL BE OVER LENGTH 
OF LEASE INSTEAD OF ONE YEAR AS CALLED FOR BY U.S. 

TAX ACCOUNTING. IN GENERAL. PRINCIPLE WILL BE TO 
MAINTAIN INCENTIVE SYSTEM. COMPANIES, IF EFFECT, WILL 
BE PERMITTED TO CHARGE OFF INITIAL AND EXPLORATION 
EXPENSES UP TO 40 PERCENT ON BASIS OF U.S. TAX ACCOUNTING. 
CEILING WILL BE MAINTAINED, ACCORDING TO SADLI, SINCE 
GOVERNMENT HAS NOT YET HAD EXPERIENCE WITH AMORTIZATION 
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B. IMPROVED PROFITS SPLIT. CURRENT SPLIT IS ON 
BASIS OF 65/35 BELOW BASE PRICE AND 85/15 ABOVE BASE 
PRICE. NEW ARRANGEMENTS WOULD SEEK TO HAVE SINGLE 
SPLIT. POSSIBLY 80/20. SADLI SAID GOVERNMENT HAD NOT 
YET FIRMLY DECIDED. 

3. COMPANIES WILL ALSO BE PERMITTED STILL TO CARRY 
FORWARD THE AMORTIZATION OF SCHEDULED COSTS DETERMINED 
UNDER FORMER SYSTEM. THIS WOULD AMOUNT TO APPROXI- 
MATELY $570 MILLION FOR FIVE COMPANIES INCLUDING FRENCH 
COMPANY TOTAL. 

4. IN RESPONSE TO QUESTION, SADLI SAID HE RECOGNIZED 
THAT PRODUCTION SHARING COMPANIES HAD DIFFERENT ECO- 
NOMIC SITUATIONS AND THAT SOME EFFORT WOULD BE MADE IN 
NEGOTIATIONS AND IN APPLICATION OF ACCOUNTING TO 
RECOGNIZE THESE DIFFERENCES. WHILE TWO PRINCIPLES 
MENTIONED ABOVE WOULD BE FOLLOWED GOVERNMENT HAD MOVED 
AWAY FROM IDEA OF INSISTING ON FLAT FIGURE FOR CHANGE 

IN PROFIT. 

5. ON RETROACTIVITY, SADLI SAID IT WAS STILL ASSUMED 
THAT ARRANGEMENTS WOULD BE AS OF JANUARY 1, 1976. IT 
WAS JUST UNFORTUNATE, HE SAID, THAT THE CHANGES IN 
PERTAMINA DELAYED THE NEGOTIATING PROCESS SO LONG. 
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